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Taxation. Real Property. Property Acquisition by Taxing Entity
Official Title and Summary Prepared by the Attorney General
TAXATION. REAL PROPERTY. PROPERTY ACQUISITION BY TAXING ENTITY. LEGISLATIVE CONSTITUTIONAL AMENDMENT. Article XIII A places a limitation on ad valorem taxes on real property. The adoption of
this amendment would permit an increase in such taxes or special assessments to pay Lt interest and redemption
charges on an indebtedness, approved by two-thirds of the voters, for the acquisition or improvement by the taxing
entity of real property and tangible personal property necessary for its use. Also authorizes an increase in such taxes
or special assessments to be used in connection with refunding previously approved indebtedness issued in accordance
with law. Fiscal impact on state and local governments: To extent new indebtedness is created, ad valorem property
taxes on real property could rise. A rise in property taxes could increase state costs for reimbursements to local entities.
For other possible fiscal impacts se,e analysis by Legislative Analyst in Ballot Pamphlet.

FINAL VOTE CAST BY THE LEGISLATURE ON SCA 26 (PROPOSITION 4)
Assembly-Ayes, 65
Senate-Ayes, 29
Noes, 9
Noes, 4
Analysis by the Legislative Analyst
Background:
Article XIII A, which was added to the California
Constitution by Proposition 13 0,11 June 6, 1978, limits
(effective July 1, 1978) the tax rate that may be levied
for purposes of property taxation. The tax rate may not
exceed 1 percent of the full cash value of the property
being taxed. However, Article XIII A provides an exception to the I-percent limitation for property taxes or
special assessments that are levied to pay for any indebtedness approved by the voters prior to July 1, 1978.
Thus, under the Constitution property tax rates may
not be raised above the I-percent limit to pay for interest or Ied~mption charges on debt, such as that represented by bonds, approved on or after July 1, 1978.
Article XIII A reduces the ability of local governments to finance the construction or acquisition of
property by reducing local governments' ability to issue
general obligation bonds. A general obligation bond issued by a local agency is secured by the ability of that
local agency to levy property taxes necessary to payoff
the bond. Because Article XIII A eliminated the authority of local government to levy an unlimited property
tax rate to payoff debts approved by the voters on or
after July 1, 1978, this provision of the Constitution, as
a practical matter, prevents local governments from
issuing new general obligation bonds to finance capital
improvements.
Proposal:
This constitutional amendment would do two things:
(1) It would exempt from the I-percent maximum
property tax rate limit property taxes imposed to pay
off certain types of indebtedness approved by the voters after June 30, 1978, by two-thirds of the votes cast on
the proposition. That is, property tax rates could be
raised above existing levels to payoff certain types of
new debt, provided that the new debt has been approved by two-thirds of the voters voting on the propo16

sition. The types of debt for which thi3 exemption
would be available are:
• Debt incurred in order to pay for acquiring or improving real property, and
• Debt incurred in order to pay for tangible personal
property necessary to the use of that real property.
Real property includes land and improvements, improvements being buildings and structures. Personal
property includes all property that is not real property,
such as furnishi:ngs.
(2) It would exempt from the I-percent maximum
property tax rate limit those taxes levied to refinance
any existing debt. Generally, debt is refinanced in order
to obtain lower interest rates.
If approved by the voters, this measure would, as a
practical matter, permit local governments to again issue general obligation bonds.
Fiscal Effect:
This measure could affect state and local revenues
and expenditures in several different ways.
Local Effects. The amendment would affect the
revenues and expenditures of local governments and
school districts in two ways. First, to the extent that the
voters approve new debt issues, local agencies would
find it easier to raise funds for acquiring or improving
property. This may result in the acquisition or improvement of facilities that otherwise would not take place.
Second, to the extent that local agencies are issuing
bonds other than general ohHg?+:ion bonds to finance
property acquisitions and improvements, this measure
could Significantly reduce these agencies' borrowing
costs by making possible the issuance of general obligation bonds. This is' because general obligation bonds
usually cai1 be sold at interest rates that are lower than
the rates charged on other types of borrowing.
State Effects. This proposal could affect state reve-

nues and expenditures in a number of different ways.
First, the state could incur higher costo; in reimbursing
local agencies under various state programs, such as the
homeowners' property tax relief progra.m. This is because the state's costs to reimburse loc21 agencies for
property tax revenue losses associated with a number of
property tax exemptions increase whenever property
tax rates increase. By permitting local voters to approve
an increase in property tax rates above the I-percent
maximum, this amendment could result in an increase
in state costs.
Second, the state might experience lower costs in
aiding local agencies, particularly schools, to finance
their capital improvements. To the extent that this
measure resulted in increased availability of local funding for capital improvements, there might be a reduction in state expenditures for these purposes.

Third, the state's cost of borrOwing funds for capital
projects could be increased if voter approval of local
bond issues resulted in higher overall interest rates on
state bonds. This increase would probably be relatively
minor.
Finally, state income tax revenues could be reduced
(1) by an unknown but probably minor amount, as
investors shift from taxable investments to nontaxable
local general obligation bonds, the sale of which is made
possible by this measure, and (2) by an unknown
amount to the extent that the voters approve increases
in property taxes that result in larger deductions for
property tax payments on state income tax returns.
The impact of this measure on state and local government revenues and expenditures would depend on the
magnitude of additional borrowing approved by the
voters.

Text of Proposed Law
This amendment proposed by Senate Constitutional
Amendment 26 (Statutes of 1980, Resolution Chapter
43) expressly amends the Constitution by amending a
section thereof; therefore, existing provio;ions pIoposed
to be deleted are printed in stflkeset ~ and new
provisions proposed to be inserted or added are printed
in italic type to indicate that they are new.
PROPOSED AMENDMENT TO
ARTICLE XIII A
SECTION 1. (a) The maximum amount of any ad
valorem tax on real property shall not exceed Gtte one
percent (1%) of the full cash value of such property.
The one percent (1 %) tax to be collected by the counties and apportioned according to law to the districts
within the counties.
(b) The limitation provided for in subdivision (a)
shall not apply to ad valorem taxes or special assessments to. pay the interest and redemption charges on
any inde~)tedness approved by the voters prior to the
time thif section becomes effective or thereafter to pay
interest and redemption charges on indebtedness for
acquiring or improving real property and acquiring
tangible personal property necessary to the use ofsuch
real property, provided that such indebtedness is approved by two-thirds of the votes cast by the voters
voting upon a proposition to approve such indebtedness. The limitation provided for in subdivision (a) shall
not apply to ad valorem taxes or special assessments to
pay the interest and redemption charges on any indebtedness issued in accordance with law to refund any of
the foregoing.
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Taxation. Real Property. Property Acquisition by Taxing Entity
Argument in Favor of Proposition 4
PROPOSITION 4 is an improvement to Proposition 13
which is good for local taxpayers and local control. It gives
voters and taxpayers the ability to approve or disapprove local
general obligation bond issues. Most importantly, a yes vote
on Proposition 4 will save tax dollars!
PROPOSITION 4 allows local voters, by a two-thirds vote,
to permit the use of property taxes to repay general obligation
bonds for the construction of necessary public projects, such
as fire and police stations and water facilities.
Local taxpayers will save millions of dollars on these essential public projects because general obligation bonds, whose
payment is guaranteed by property taxes, have a lower i terest rate than any other means of local financing.
But PROPOSITION 4 was carefully written with prop~rty
taxpayers in mind to provide important, stronger-than-ever
safeguards:
(1) Local voters must approve bond finandng by 66% percent of those voting.
(2) Projects which can be financed by bonds are limited to

purchase of real property, construction of facilities and
purchase of equipment necessary to their use. Not one
cent can go for salaries, pensions, or day-to-day operating costs.
Your "yes" vote on PROPOSITION 4 will allow the local
voters and taxpayers who pay the bills to make their own
decisions on financing public projects at the lowest possible
cost. In every case a two-thirds vote of the local electorate is
required. It's in the spirit of PROPOSITION 13!
WILLIAM A. CRAVEN
State Senator:. 38th District
KIRK WEST
Executive VJ"ce President
CaliFornia Taxpayers' Association
CAROL HALLETT
Member of the Assembly, 29th District
Assembly Republican Leader

Rebuttal to Argument in Favor of Proposition 4
The proponents talk about "fire and police stations and
water facilities." If Proposition 4 were limited to such expenditures, we would support it. But it isn't.
Even if "tangible personal property" were limited to longlasting, well-maintained items like fire engines, we would support this measure. But it isn't.
The proponents tell us "not one cent can go for ... dayto-day operating costs." But it certainly can and will-not just
one cent, but, no doubt, many tens or hundreds of thousands
of dollars. Proposition 4 contains no restriction whatsoever as
to the purchase of equipment and supplies such as we mentioned before.
Local agencies .md school districts are virtually certain to
use the opportunities this proposition offers to persuade their
constituents to accept inappropriate expenditures-along
with necessary expenditures. Voters will receive the promotional material and hear about the sensible expenditures, but
they will hear little or nothing about the others. Promotion of
this proposition, in fact, is an excellent example of what promoters of bond issues will do: emphasize the need for sensible
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capital investments; deemphasize or cover up the intended
use of bond money for day-~o-day supplies and minor equipment.
Remember, whenever a local agency issues general obligation bonds, its bonding capacity for the future is diminished,
and the property tax burden is increased. That's why we need
a much more strictly worded proposition, one that won't permit use of bond money for current expenses, one which will
reserve bond money for genuine, long-term capital outlay.
VOTE NO' ON PROPOSITION 4.
JOHN W. HOLMDAHL
State Senator, 8th District
Chairman, Senate Committee on Revenue and Taxation
H. L. RICHARDSON
State Senator, 25th District
Member, Senate Committee on Revenue and Taxation
RICHARD ROBINSON
Member of the Assembly, 72nd District

Arguments printed on this page are the opinions of the authors and have not been checked for accuracy by any official agency

Taxation. Real Property. Property Acquisition by Taxing Entity
Argument Against Proposition 4
Do you believe bonds should be used to equip television
studios with cameras and ell,Jensive lightiTlg equipment?
Should bond money be used to purchase poshy desks for administrators? Well, this proposition makes it possible.
Proposition 4 is a wolf in sheep's clothing. Its avowed purpose is to permit voter-approved increases in property taxes
to help finance necessary capital improvements (schools, office buildings, etc.), but it goes much further. We supported
this concept when limited to financing capital improvements.
But we opposed it after amendments permitting local agencies to borrow money to purchase "tangible personal property." That phrase can mean anything: toilet paper, pencils,
typewriters, brooms, baseballs, water coolers, paper towels,
soap, paint, lawnmowers, trash cans, garden hoses, etc.
While necessary, SUCH ITEMS SHOULD NOT BE PURCHASED THROUGH THE USE Ot<' LONG-TERM FINANCING. It is one thing to use long-term financing (up to
40 years) to finance construction of buildings having a useful
life of equivalent duration. But it is bad fiscal policy to use
such financing to purchase supplies with extremely limited
useful lifespans.
Borrowed money must be repaid-and with interest, of
course.
Further, the proposition contains NO LIMITATION on
how much money borrowed by the sale of bonds can be spent
for personal property. While we believe most public officials
would limit such spending, the OPPORTUNITY this proposition presents is certain to TEMPT local officials to rely on
long-term financing rather than on general operating funds to
purchase such ikms. WE SHOULD NOT GIVE ANYONE
THE ABILITY TO BORROW AGAINST THE FUTURE to
acquire items, of limited usefulness, which should be purchased with TODAY'S money. Moreover, this proposition
would seriously DIMINISH the ACCOUNTABILITY oflocal

officials by letting them postpone today's fiscal problems to
the uncertain future.
WHY WORRY ABOUT THIS PROPOSITION? The answer
is because what happened in New York City could happen
here. That great city would have gone bankrupt without federal assistance during its continuing fiscal crisis. Long-term
financing was used to pay current obligations of all sorts. New
York borrowed money against the future to avoid confronting
its current fiscal problems. The problems, far from being
eliminated or resolved, were postponed and made much,
much worse. And when the "chickens came home to roost,"
to whom did New York City turn for help? To the federal and
state governments.
We don't want the same situation in California. Except for
long-lasting capital improvements, we believe it dangerous to
TEMPT local agencies with the OPPORTUNITY to MORTGAGE THE FUTURE to pay today's bills. If payingtoday's
bills is a problem, it should be solved today, not postponed for
as much as 40 years, when it will be even harder to deal with.
A person might sign a 30- or 40-year loan to purchase a house.
BUT WOULD YOU SIGN A 20-, 30-, OR 40-YEAR LOAN TO
BUY A ROLL OF TOILET PAPER, A TYPEWRITER, OR
EVEN AN AUTOMOBILE?
Neither would we, and that is why we say VGTE NO on
PROPOSITION 4.
JOHN W. HOLMDAHL
State Senator, 8th District
Chairman. Senate Committee on Revenue and Taxation
H. L. RICHARDSON
State Senator, 25th District
.Member, Senate Committee on Revenue and Taxation
RICHARD ROBINSON
Member of the Assembly, 72nd District

Rebuttal to Argument Against Proposition 4
I

The argument against Proposition 4 is misleading in failing
to mention that local voters must approve any proposed bond
issue by a two-thirds vote.
Voted bond issues for buildings or other capital improvements have always included provisions for furnishings and
equipment which are legally classified as personal property
but are necessary to the improvement's use. How useful is a
school building without a provision for desks and chairs? What
good is a fire station without a fire engine?
A two-thirds vote is difficult to achieve for any bond issue.
It is hard to imagine local voters approving the sale of bonds
for the purpose of purchasing pencils or toilet paper, as opponents contend. Voters and taxpayers should be given credit
for more intelligence than that.
Opponents further misstate the case by contending that a
New York-type fiscal crisis could arise in California. New York
City financed salaries and operations with borrowed money.
Such has not been the case in California in the past, and
Proposition 4 does not suddenly make this possible. In fact,

Proposition 4 makes general obligation bond use more restrictive than it was before Proposition 13.
Furthermore, New York City indebtedness was not approved by the voters, but Proposition 4 requires that the voters by a two-thirds vote approve any general obligation
borrowing.
Proposition 4 was written to give local voters and taxpayers
a greater voice in funding capital improvements at the lowest
cost possible.
WILLIJ.M A. CRAVEN
State SeI1ator, 38th District
KIRK WEST
Executive Vice President
CaliFornia Taxpayers' Association
CAROL HALLETT
MemberoF the Assembly, 29th District
Assembly RepublicaI1 Leader

Arguments printed on this page are the opinions of the authors and have not been checked for accuracy by any official-agency
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